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holds the first lien on the property. No 
funds shall be advanced, under a le-
gally binding commitment or other-
wise, if the outstanding loan balance 
after the advance would exceed 85 per-
cent (or 97 percent as provided in sec-
tion 1.10(a) of the Act) of the appraised 
value of the real estate, except that a 
loan on which private mortgage insur-
ance is obtained may exceed 85 percent 
of the appraised value of the real estate 
to the extent that the loan amount in 
excess of 85 percent is covered by such 
insurance. The real estate that is used 
to satisfy the loan-to-value limitation 
must be comprised primarily of agri-
cultural or rural property, including 
agricultural land and improvements 
thereto, a farm-related business, a 
marketing or processing operation, a 
rural residence, or real estate used as 
an integral part of an aquatic oper-
ation. 

(2) Notwithstanding the requirements 
of paragraph (b)(1) of this section, the 
lending institution may advance funds 
for the payment of taxes or insurance 
premiums with respect to the real es-
tate, reschedule loan payments, grant 
partial releases of security interests in 
the real estate, and take other actions 
necessary to protect the lender’s col-
lateral position. Any action taken that 
results in exceeding the loan-to-value 
limitation shall be in accordance with 
a policy of the institution’s board of di-
rectors and adequately documented in 
the loan file. 

(3) Short- and intermediate-term 
loans may be secured or unsecured as 
the documented creditworthiness of 
the borrower warrants. 

(4) In addition to the requirements in 
paragraph (b)(1) of this section, a long- 
term, non-farm rural home loan, in-
cluding a revolving line of credit, shall 
be secured by a first lien on the prop-
erty, except that it may be secured by 
a second lien if the institution also 
holds the first lien on the property. A 
short- or intermediate-term loan on a 
rural home, including a revolving line 
of credit, must be secured by a lien on 
the property unless the financing is 
provided exclusively for repairs, re-
modeling, or other improvements to 
the rural home, in which case the loan 
may be secured by other property or 
unsecured if warranted by the docu-

mented creditworthiness of the bor-
rower. 

(5) Except as provided in § 614.4231, 
loans made under title III of the Act 
may be secured or unsecured, as appro-
priate for the purpose of the loan and 
the documented creditworthiness of 
the borrower. 

[62 FR 51014, Sept. 30, 1997] 

§ 614.4231 Certain seasonal commodity 
loans to cooperatives. 

Loans on certain commodities that 
are part of government programs shall 
comply with the criteria established 
for those programs. Security taken on 
program commodities shall be con-
sistent with prudent lending practices 
and ensure compliance with the gov-
ernment program. The bank shall pro-
vide for periodic review by bank offi-
cials of any custodial activities and 
shall provide notice to the custodians 
that their activities are subject to re-
view and examination by the Farm 
Credit Administration. 

[62 FR 51015, Sept. 30, 1997] 

§ 614.4232 Loans to domestic lessors. 
Loans and financial assistance ex-

tended by banks for cooperatives and 
agricultural credit banks to domestic 
lessors to finance equipment or facili-
ties leased by a stockholder of the 
bank shall be subject to the following 
terms and conditions: 

(a) The term of the loan shall not be 
longer than the total period of the 
lease; 

(b) The contract between the lessor 
and lessee shall establish that the 
leased assets are effectively under the 
control of the lessee and that such con-
trol shall continue in effect for essen-
tially all of the term of the lease; 

(c) The lessee must hold at least one 
share of stock or one participation cer-
tificate; and 

(d) The leased equipment and facili-
ties must be primarily for use in the 
lessee’s operations in the United 
States. 

[55 FR 24884, June 19, 1990, as amended at 64 
FR 34517, June 28, 1999] 

§ 614.4233 International loans. 
Term loans made by banks for co-

operatives and agricultural credit 
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banks under the authority of section 
3.7(b) of the Act and § 613.3200 of this 
chapter to foreign or domestic parties 
who are not shareholders of the bank 
shall be subject to the following condi-
tions: 

(a) The loan shall be denominated in 
a currency to eliminate foreign ex-
change risk on repayment. 

(b) The borrower’s obligations shall 
be guaranteed or insured against de-
fault under such policies as are avail-
able in the United States and other 
countries. Exceptions may be made 
where a prospective borrower has had a 
longstanding successful business rela-
tionship with an eligible cooperative 
borrower or an eligible cooperative 
which is not a borrower if the prospec-
tive borrower has a high credit rating 
as determined by the bank. 

(c) For a borrower in which a voting 
stockholder of the bank has a majority 
ownership interest, financing may be 
extended for the full value of the trans-
action; otherwise, financing may be ex-
tended only to approximate the percent 
of ownership. 

[55 FR 24884, June 19, 1990, as amended at 55 
FR 28886, July 16, 1990; 55 FR 50544, Dec. 7, 
1990; 56 FR 5927, Feb. 14, 1991; 62 FR 4445, Jan. 
30, 1997] 

Subpart F—Collateral Evaluation 
Requirements 

SOURCE: 59 FR 46730, Sept. 12, 1994, unless 
otherwise noted. 

§ 614.4240 Collateral definitions. 
For the purposes of this part, the fol-

lowing definitions shall apply: 
(a) Abundance of caution, when used 

to describe decisions to require collat-
eral, means that the collateral is taken 
in circumstances in which: 

(1) It is not required by statute, regu-
lation, or the institution’s policies; and 

(2) A prudent lender would extend 
credit based on a borrower’s income 
and/or other collateral, absent the real 
estate, and the decision to extend cred-
it was, in fact, based on other sources 
of revenue or collateral. 

(b) Appraisal means a written state-
ment independently and impartially 
prepared by a qualified appraiser set-
ting forth an opinion as to the market 
value of an adequately described prop-

erty as of a specific date(s), supported 
by the presentation and analysis of rel-
evant market information. 

(c) Appraisal Foundation means the 
Appraisal Foundation established on 
November 30, 1987, by professional ap-
praisal organizations, as a not-for-prof-
it corporation under the laws of Illi-
nois, in order to enhance the quality of 
professional appraisals. 

(d) Appraisal Subcommittee means the 
Appraisal Subcommittee of the Federal 
Financial Institutions Examination 
Council. 

(e) Business loan means a loan or 
other extension of credit to any cor-
poration, general or limited partner-
ship, business trust, joint venture, sole 
proprietorship, or other business entity 
(including entities and individuals en-
gaged in farming enterprises). 

(f) Cost approach means the process 
by which an evaluator establishes an 
indicated value by measuring the cur-
rent market cost to construct a repro-
duction of or replacement for the im-
provements, minus the amount of de-
preciation (physical deterioration, or 
functional and/or external obsoles-
cence) evident in the structure from all 
causes, plus the market value of the 
land. 

(g) Evaluation means a study of the 
nature, quality, or utility of, interest 
in, or aspects of, an asset. An evalua-
tion may take the form of a valuation 
or an appraisal. 

(h) Fee appraiser means a qualified 
evaluator who is not an employee of 
the party contracting for the comple-
tion of the evaluation and who per-
forms an evaluation on a fee basis. For 
purposes of this subpart, a fee ap-
praiser may include a staff evaluator 
from another Farm Credit System in-
stitution only if the employing institu-
tion is not operating under joint man-
agement with the contracting institu-
tion. In addition, for purposes of per-
sonal and intangible collateral evalua-
tions, the term ‘‘fee appraiser’’ in-
cludes, but is not limited to, certified 
public accountants, equipment dealers, 
grain buyers, livestock buyers, and 
auctioneers. 

(i) FIRREA means the Financial In-
stitutions Recovery, Reform, and En-
forcement Act of 1989. 
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